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TAX NEWS
By LOUISE A. SALLMANN, C.P.A., San Francisco, California
This tax season the taxpayer will be faced 
with making income tax elections, some of 
which may be binding only for the taxable 
year and others which may not be changed 
unless the Commissioner’s consent is ob­
tained. The 1954 Revenue Code has not only 
retained a number of elections provided in 
the 1939 Code but has made available addi­
tional elections which require careful an­
alysis before adoption for the current tax­
able year.
Our discussion in this issue is formulated 
without benefit of regulations and covers 
briefly only a limited number of elections; 
but then, there is that extra month this 
year and the regulations should be on rec­
ord by the time this is published.
Accounting period of 52-53 weeks—Avail­
able to any taxpayer for taxable years end­
ing after August 16, 1954. Look to the regu­
lations for the proper application of the 
election. Should be particularly beneficial for 
grocers and butchers. (Code Sec. 441 (f))
Depreciation — Without the Commis­
sioner’s consent, the 200% declining balance 
method and sum of the years-digits method 
may now be used for computing deprecia­
tion on depreciable assets purchased or con­
structed new subsequent to December 31, 
1953 if the useful life is three years or 
more. Various methods may be applied as 
to individual assets and/or classes of assets. 
Future sale possibilities, increasing or de­
creasing income potential are salient factors 
in choosing a method resulting in the great­
er over-all tax saving. (Note: Don’t over­
look the 150% declining balance method 
available under the 1939 Code to first year 
taxpayers without the Commisssioner’s con­
sent even though property is used.) Any 
subsequent change of the above methods re­
quires the Commissioner’s approval with 
the exception of a change from the 200% 
declining balance to the straight line 
method. (Code Sec. 167)
Reserves for estimated expenses—With­
out the Commisioner’s consent accrual basis 
taxpayers may elect to deduct reasonable 
additions to reserves for estimated expenses. 
Such expenses must be estimated with 
reasonable accuracy, may not include de­
ductions attributable to prior years’ income 
or to prepaid income which the taxpayer 
has elected to defer under Code Sec. 452. 
This election must be made for the first 
taxable year beginning after December 31, 
1953 and ending after August 15, 1954, 
not later than date for filing or for which 
there are eligible estimated expenses at­
tributable to the trade or business. Consent 
is necessary to effect a subsequent change. 
This sounds like a good deal for a double­
up of deductions in 1954 but of primary im­
portance is the application of sound account­
ing principles to tax accounting. (Code Sec. 
462)
Prepaid income—Election to defer report­
ing of prepaid income for services to be 
rendered in future years may be made as 
described in the preceding paragraph. It 
must apply to all prepaid income attribut­
able to the business but is not applicable to 
gain from sale or distribution of a capital 
asset. The period over which income is 
spread may not exceed the taxable year of 
receipt and the succeeding five years unless 
the consent of the Commissioner is obtained. 
As in the election to set up reserves for esti­
mated expenses, time is of the essence if 
the election to defer prepaid income is to 
be made without first obtaining the Commis­
sioner’s consent. The election could produce 
tax savings for a three to five year period 
for most insurance brokers. (Code Sec. 452)
Medical expenses of decedents—May be 
treated as paid by the decedent when in­
curred although actual payment is made 
by his estate during the year following his 
death. However, if such expenses are allow­
able deductions for estate tax purposes a 
statement must be filed that the deduction 
has not been nor will be claimed in comput­
ing the taxable estate. Again we have that 
tax rate comparison to make before pounc­
ing upon an immediate tax saving. (Code 
Sec. 213 (d))
Stock rights—Effective on June 22, 1954, 
rights received to acquire additional stock 
of a corporation will have a basis of zero 
if the fair market value of the rights is less 
than 15% of the fair market value of the 
stock to which they apply. However, the 
taxpayer may elect to use the general rule 
of allocating the basis of the old stock be­
tween the old stock and the new stock or 
rights. (Code Secs. 307 (b), 307 (d) and 
391)
(Continued on page 12)
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ferent from the one that is finally ap­
proved. The accountants may make con­
structive suggestions which will be help­
ful in the formulation of a fair, equitable 
and feasible plan. Of course, such sug­
gestions must be based upon the facts 
revealed by his examination coupled with 
his specialized accounting and business 
background. His comments should be 
rendered in a tactful manner in order to 
invite cosideration from all parties to 
the problem.
It is well to reiterate that the scope of 
the audit report will depend upon the cir­
cumstances of each individual case.
After the accountant has submitted his 
report, he should be prepared to confer with 
the debtor and creditors’ committee, or their 
attorneys, either separately or jointly.
Inasmuch as the transactions subsequent 
to the date of Chapter XI petition must be 
kept separate because of legal requirements, 
the accountant should, after consultation 
with the attorney for the debtor, prescribe 
the revisions that are needed in the account­
ing system.
The courts require a Debtor-in-Posses­
sion to file statements, usually monthly, of 
cash receipts and disbursements.
Until such time as the Chapter XI pro­
ceedings are terminated, either by formal 
confirmation of the debtor’s plan or by sub­
sequent bankruptcy proceedings, the ac­
countant occupies a very delicate position 
because of his dual relationship with the 
debtor and creditors, in addition to the 
Court. It is therefore most important that 
he perform his duties with the highest de­
gree of efficiency and independence.
The exercise of sound judgment and ex­
treme discretion was never more important 
than in engagements of this character, be­
cause the manner in which inherent weak­
nesses or irregularities in the business are 
reported by the accountant may vitally af­
fect the entire course of the proceedings. 
The debtor should, therefore, be afforded 
every opportunity to supply complete ex­
planations, wherever required, in order to 
prevent unwarranted criticism, from any 
source, being injected into the proceedings.
(Continued from page 7)
Organizational expenditures—Paid or in­
curred on or after August 16, 1954 may be 
treated as deferred expenses at the election 
of the corporation. If the election is made, 
the expense may be deducted ratably over a 
period of not less than 60 months, starting 
with the month in which the corporation 
begins business. This election must also be 
made not later than the filing date for the 
first corporation return for any taxable 
year beginning after December 31, 1953 
and applies to all subsequent taxable years. 
(Code Sec. 248)
Liquidation of a corporation—Sales dur­
ing 1954—the 1954 Revenue Code provides 
for non-recognition of gain or loss on a sale 
of assets accompanied by the distribution 
of all assets in complete liquidation in a 
12-month period beginning with the adop­
tion of a plan of complete liquidation 
adopted after December 31, 1953 and before 
June 22, 1954. (Code Sec. 392 (3))
Liquidation in one month—Recognition 
of gain—The law requires that written 
elections must be made according to regu­
lations relating to Sec. 333 within 30 days 
after the adoption.
Under the 1939 Code the furthest ex­
tension of the election made it apply to 
liquidations occurring within one month 
during the calendar year 1953. As made 
permanent by the 1954 Code, the election 
applies only in the case of liquidation plans 
adopted on or after June 22, 1954. It is not 
necessary that the month of completion 
must fall within the taxable or calendar 
year in which the plan is adopted according 
to the report of the Senate Finance Com­
mittee. (Code Sec. 333)
Partnerships and Proprietorships—Elec­
tion to be taxed as a corporation—For tax­
able years beginning after December 31, 
1953 and ending after August 16, 1954, a 
partnership or proprietorship which meets 
certain requirements may be taxed as a cor­
poration if the election is made not later 
than 60 days after the close of any taxable 
year to which the election is first applicable, 
by the proprietor or, in the case of a part­
nership, by all the partners having an in­
terest in the enterprise at any time on or 
after the first day of the taxable year. A new 
election must be made if, because of a 
change in ownership, the capital and profits 
interest of the electing proprietor or part­
ners decreases to 80% or less.
In order to qualify for this election the 
enterprise must be one in which capital is 
a material income—producing factor or in 
which 50% or more of the gross income 
consists of profits derived from buying and 
selling real property, stocks, securities or 
commodities for the account of others. The 
enterprises must also be owned by less than 
fifty persons, none of whom may be a non­
resident alien. No proprietor or partner 
having more than a 10% interest in an 
electing enterprise may be an owner of 
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another proprietorship or have more than 
a 10% interest in another partnership, 
either of which is taxable as a domestic cor­
poration under Sec. 1361. (Sec. 1361)
Trust distributions—65 day rule—In or­
der to elect to continue the treatment of dis­
tributions made within 65 days following 
the close of the taxable year as credited on 
the last day of the preceding taxable year, 
the trust must have been created prior to 
January 1, 1954 and may not, under the 
terms of the trust instrument, distribute in 
any taxable year amounts in excess of the 
trust income of the preceding taxable year.
The election applies not only to the trust 
deduction for distributions to beneficiaries 
but also to the amounts treated as taxable 
to the recipient beneficiaries. The election 
is required to be made for the first taxable 
year beginning after December 31, 1953 
and ending after August 16, 1954 not later 
than the time the fiduciary return of income 
is filed. It is irrevocable with respect to the 
current taxable year and all subsequent tax­
able years. (Code Sec. 663 (B))
(Continued from page 6)
Arts expense, that it belongs to the Botany 
Department, that it is a salary expense 
for a professor from a salary appropri­
ation, and that it is paid from a gift fund, 
the exact fund indicated by the last four 
digits 2122.
Other types of salaries may be paid from 
the same appropriation, i. e. a clerical sal­
ary in Botany Department of Liberal Arts 
paid from General Funds would be: 150 
152-070 152-000.
This numbering system is very useful in 
a punch card system of accounting. With 
machines, all types of summaries and list­
ings can be made by controlling on various 
groups of the coding. For instance: by 
controlling on the control number, all ex­
penses for each college can be listed and 
totaled; by controlling in the first three 
digits of the account or appropriation 
number, a listing can be made of all ex­
penses for any department of the college; 
by controlling on fourth and fifth digit of 
account number, a listing can be made of 
types of expense; while control on last 
digit of account and appropriation number 
can give a listing of all general funds, 
gifts, endowment, and government con­
tract expenses. Any variety of division of 
expense can be obtained, and listing of 
some can be made, by use of this system. 
This coding system also permits a very 
flexible method of obtaining any type of 
financial report desired.
The department numbers are also used 
in the income accounts: to separate tui­
tion income by departments, i. e. 080-150 
Liberal Arts Tuition, 080-200 Engineering 
Tuition; to separate Educational Depart­
ment Sales and Services, i. e. 087-153 Sales 
& Services of Liberal Art-Chemistry. Thus 
the same department numbers are used 
throughout the system in all transactions 
connected with that department.
Expendable Trust Funds
The Expendable Trust Funds consist of 
currently expendable money, the use of 
which is restricted. These funds are 
chiefly gifts, grants, and income from en­
dowments which are limited as to purpose 
of expenditure. The money in these funds, 
with the exception of net income from un­
restricted endowments, is held in suspense 
pending transfer to General Funds to 
cover actual expenditures, as previously 
explained. Net income from unrestricted 
endowments is transferred monthly in its 
entirety to General Funds to be spent at the 
discretion of the Board of Directors.
Complete control of fund expenditure 
limitation is achieved in this group of 
funds by the assigning of numbers to the 
various funds as they are received. A 
system of 10,000 numbers has been set up 
as follows:
0-999 Funds Unrestricted 
1000-1999 Funds Restricted to General
Use of Colleges
2000-2999 Funds Restricted to Specific 
Instructional Use
3000-3999 Funds Restricted to Specific 
Research Use
Etc.
These broad classifications are split into 
administration and general, various col­
leges, collateral departments, organized 
research departments and unclassified. If 
we receive a gift restricted to the salary 
of a professor in Botany department of 
Liberal Arts, we would select a number in 
the 2000 group, as it is restricted to in­
struction, and within that group, a number 
between 2050 and 2169 which is the Lib­
eral Arts section of that group. If in­
stead, it was a salary of a professor in En­
gineering College, we would select a num­
ber between 2250 and 2299, the Engineer­
ing section.
To facilitate location of the funds within 
these sections, each section is also divided 
alphabetically. This division makes it 
easier to select a fund number and to find 
the fund after selection.
This numbering system controls the 
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